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USN 08MBAFM321

Third Semester MBA Degree Examination, May/June 2010
Advanced Financial Management

Time: 3 hrs. Max. Marks: 100

Note:!. Answer any FOUR full questions, from Q.No.l to Q.No. 7.
2. Question No.8 is compulsory.

1 a. What is working capital leverage? (03Marks)
b. What is a selective control of inventory? Why is it needed? Illustrate the ABC analysis with

an example and graph. (07Marks)
c. Summarized below are the income and expenditure forecasts of Gemini Ltd, for the months

March to August, 2009 :

You are given the following further information:
i) Plant costing Rs 16,000 is due for delivery in July, payable 10% on delivery and the

balance after three months.
ii) Advance taXof Rs 8,000 each is payable in March and June each.
iii) Period of credit allowed i) by suppliers 2 months and ii) to customers 1 months.
iv) Lag in payment of manufacturing expenses ~ month.
v) Lag in payment of all other expenses 1 month.
You are required to prepare a cash budget for three months starting on 1st May 2009 when
there was a cash balance ofRs 8,000. (10Marks)

2 a. Calculate the maximum stock level, from the following information: Minimum
consumption 240 units per day. Normal consumption 300 units per day, Maximum
consumption 420 units per day, Re - order quantity 3,600 units, Re - order period 10 to 15
days, Normal order period 12 days. (03Marks)

b. STC Corporation is considering extending its credit period. from 35 to 50 days. The
corporation's expected sales to increase from Rs 15 lakhs to Rs 20 lakhs and the average
collection period increase is from 30 to 45 days. The bad debt loss ratio and collection cost
ratio are expected to remain at 5 percent and 8 percent respectively. The corporation's
contribution margin ratio is 20 percent. Calculate the increase in net profit, with the
assumption of 40 percent tax rate and 15percent cost of capital. (07Marks)

c. What is EVA? How does MVA relate to EVA? Briefly describe the components of EVA.
(10Marks)

3 a. Write short note on "stock Dividend'. (03Marks)
b. What are the various short term sources of finances? Explain with their features. (07Marks)

10f3

Months Sales Purchases Wages Manufacturing Office Selling
(all credit) Expenses Expenses Expenses

March 60,000 36,000 9,000 4,000 2,000 4,000
April 62,000 38,000 8,000 3,000 1,500 5,000
May 64,000 33,000 10,000 4,500 2,500 4,500
June 58,000 35,000 8,500 3,500 2,000 3,500
July 56,000 39,000 9,500 4,000 1,000 4,500
August 60,000 34,000 8,000 3,000 1,500 4,500
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c. The H Ltd has currently annual credit sales of Rs. 8,00,000. Its average age of accounts
receivable it 60 days. It is contemplating a change in its credit policy that is expected to
increase sales to Rs 10,00,000 and increase the average age of accounts receivable to 72
days. Th~ sale price is Rs 25 per unit, the variable cost per unit is Rs 12 and the average cost
per unit at Rs 8,00,000, sales volume is Rs 17. Assume a 360 day year.
i) What is the average accounts receivable with both the present and the proposed plans?
ii) What is the average cost per unit with the proposed plan?
Hi) Calculate the marginal investments in accounts receivable resulting from the proposed

change.
iv) What is the cost of marginal investment if the assumed rate of return is 15percent?

(10Marks)

4 a. Define EOQ with an illustration. (03Marks)
b. How can the appropriate level of operating cash balance be determined? How does

uncertainty affects this problem? (07Marks)
c. The Hypothetical Ltd has investigated the profitability of its assets and the cost of its funds.

The results indicate i) current assets earn, 6 percent ii) fixed assets return, 13 percent
iii) current liabilities cost, 3 percent iv) average cost oflong term funds, 10percent.
The current balance sheet is as follows:

i) What is the net profitability?
ii) The company is contemplating lowering its net working capital to Rs. 7,000 by

. either shifting Rs 3,000 of current assts into fixed assets or. shifting Rs. 3,000 of
its long term funds into current liabilities. Work out the profitability for each of these
alternatives. Which do you prefer? Why?

iii) Can both these alternatives be implemented simultaneously? How would it affect the
net profitability? (10Marks)

5 a. What do you mean by 'Hybrid financing'?
b. Prepare stores ledger account, pricing the issues at

ii) Weighted average rate with the followingdetails:
i)

(03Marks)
Simple average rate and

(07Marks)

c. What do you mean by sickness? What are the symptoms of sickness? What strategies do
you suggest to overcome sickness? (10Marks)

6 a. What is private equity? (03Marks)
20f3

Liabilities Rs Assets Rs
Current liabilities 10,000 Current Assets 20,000
Long term funds 70,000 Fixed Assets 60,000

---------- ----------
80,000 80,000

Receipts Issues
Date Qty Rate Qty
15.3.09 200 Rs2 -
18.3.09 300 Rs. 2.40 -
25.3.09 - - 250
28.3.09 250 Rs 2.60 -
30.3.09 - - 200
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b. ABC Company is expecting an EBIT of Rs. 1,00,000 whose equity capitalization rate (Ke)
is 12.5 percent. Currently the company has a debt capital of Rs 4,00,000 at 8 percent.
Calculate the value of the firm (V) and cost of capital (Ko), for the following cases:

(07Marks)
Case i): When the company increases debt by Rs 2,00,000 and uses the proceeds to
repurchase equity shares.
Case ii): When company reduces the debt to Rs 2,00,000 and uses equity shares of the
same amount.

c. What is factoring? What functions does it perform? Explain the features of various types of
factoring. (10Marks)

7 a. What are the uses of corporate financial models? (03Marks)
b. Explain the assumptions and implications of the NI approach and the NOI approach.

Illustrate your answer with hypothetical examples. (07Marks)
c. Rouna Company belongs to a risk class of which the appropriate capitalization rate is 10%.

It currently has 1,00,000 shares selling to Rs 100 each. The firm is contemplating the
declaration of Rs 6 dividend at the end of the current fiscal year, which has just begun.
Answer the following questions based on Modegliani and Miller Model and assume that no
taxes prevail.
i) What will be the price of the share at the end of the year, if a dividend is not declared?

What will it be if it is declared?
ii) Assuming that the firm pays dividend, has a net income of Rs 10,00,000/- and makes

new investments of Rs 20,00,000/- during the period, how many new shares must be
issued? (10Marks)

8 CASE STUDY:

A firm has a capital structure exclusively comprising of ordinary shares amounting to
Rs 1,00,000/-. The firm now wishes to raise additional Rs 1,00,000/- for investment purposes.
The company has four alternatives.
a. It can raise the entire amount in the form of equity shares.
b. It can raise 50% as equity and 50% as 5% debentures.
c. It can raise entire amount by 5% debentures.
d. It can raise 50% equity and 50% as 5% preference capital.

The existing EBIT is Rs 10,000, the tax rate is 50% and outstanding number of equity shares is
1000.
i) Which financing plan the firm should select?
ii) Further assume that there is a change in EBIT level Rs 8,000 and 12,000. Compare and

comment about the EPS of four alternativeswith different level ofEBIT. (20Marks)

*****

30f3
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